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I  do  not  proposes^  a  technical  discussion  of  the  form¬ 
ulae  by  which  the  assumptions  on  which  premiums  and 
reserves  are  founded  may  be  reconciled  to  experience 
and  to  varying  administrative  treatment  of  the  commer¬ 
cial  elements  of  life  insurance  as  a  business  ;  but  rather 
to  deal  briefly  with  the  clear  and  unvarying  principles 
which  must  govern  any  such  attempt,  unless  something 
else  than  principle  is  to  govern.  When  we  put  numbers 
for  things  and,  positing  them  at  will  or  at  the  dictation 
of  shifting  circumstance,  deal  with  the  numbers  according 
to  their  own  laws  of  combination,  mere  mathematical 
morality  is  quite  apt  to  put  itself  at  the  fore  and  cast  a 
cross  light  on  the  relations  of  things.  The  discussion  of 
fundamental  principles  is  never  unprofitable.  A  clear, 
seeing  look  at  the  plain  truth  of  things  in  their  natural 
arrangement  never  fails  to  correct  and  confirm  our  grip 
*  on  duty  in  our  administration  of  it. 

The  first  item  of  the  subject  assigned  me  implies  that 
its  included  topics  are  to  be  treated  from  the  point  of  view 
of  mutual  life  insurance.  They  are  the  details  of  the 
adjustment  of  the  necessary  assumptions  of  things  uncer¬ 
tain  to  the  after  ascertained  certainty.  They  are  the 
after  correction  of  assumptions  of  experience  by  the  ap¬ 
plication  of  the  facts  themselves  when  they  have  been 
made  known  by  actual  experience.  The  assumptions 
approximate  facts  sufficiently  to  allow  the  undertaking 
involving  them  to  be  begun  ;  the  function  of  the  special 
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feature  is  to  import  the  actual  facts  backward,  and  substi¬ 
tute  them  for  the  assumption,  making  the  undertaking 
entirely  veracious.  Blackstone  says  that  Equity  is  the 
correction  of  that  wherein  the  law  by  reason  of  its  uni¬ 
versality  is  deficient.  The  assumptions  on  which  our 
computations  rest,  being  only  assumptions,  are  necessa¬ 
rily  the  universal  and  undeviating ;  by  special  features  we 
transform  the  universal  assumption,  to  which  yesterday, 
to-day,  and  to-morrow  are  all  alike,  into  the  particular 
present  fact,  and  make  it  do  equity  to  yesterday  and  to¬ 
day,  and  to  the  deviations  of  each  varying  to-morrow 
when  it  shall  have  lapsed  from  the  prophetic  into  the 
historic  era.  The  ideal  of  mutual  life  insurance  is  con¬ 
tained  in  our  assumptions  only  as  is  the  perfect  statue  in 
the  rough  chipped  outlines  of  the  half-wrought  marble ; 
the  special  features  should  supply  the  workmanship  by 
which  the  completed  beauty  of  the  artist’s  conception 
stands  perfectly  revealed. 

The  test  of  the  special  feature  is  therefore  its  integ¬ 
rity  ;  that  it  be  the  true  incidental  of  the  imperfect  fun¬ 
damental,  and  the  necessarily  implied  corrective  and  sup¬ 
plement  of  its  imperfections  ;  that  it  be  not  arbitrary  and 
factitious,  but  the  natural,  self-contained  means  whereby 
the  imperfect  assumptions  are  made  to  realize  their  ideal, 
the  perfect  truth  of  intention  in  the  scheme  into  which 
they  are  built. 

To  find  the  truth  of  the  incidental,  or,  as  it  is  here 
called,  the  special  features,  we  must  therefore  look 
straightly  at  the  nature,  intention,  and  defects  of  the  fun¬ 
damental  :  what  is  it  for  ;  what  does  it  propose  to  do  ; 
what  relations  does  it  seek  to  establish,  between  whom, 
for  what  reasons,  to  what  end,  and  how  determined  ? 
For  these  are  the  things  in  which  the  incidental  must 
help  out,  correct  and  perfect  the  fundamental,  or  else  it 
is  false,  and  is  no  longer  incident  to  the  fundamental,  but 
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becomes  an  arbitrary  and  wholly  unrelated  element, 
thrust  into  or  parasitically  imposed  upon  it  for  some  spe¬ 
cial  purpose  foreign  to  the  fundamental  intention,  which 
is  so  far  nullified  and  therefore  perverted. 

And  let  us  first  note  one  great,  comprehensive,  oft- 
forgotten  fact ;  all  human  enterprises  deal  apparently 
with  or  through  things  ;  the  things  dealt  with  are  always 
in  sight,  always  being  handled,  and  to  superficial  view  are 
the  essential  matters  in  transaction.  But  in  reality  it  is 
not  the  things  handled  which  are  the  true  subject  matter 
dealt  with  ;  it  is  the  human  relations  to  those  things  :  it 
is,  on  the  one  hand,  the  human  needs  of  the  things, 
and,  on  the  other,  the  human  efforts  to  produce,  provide, 
and  supply  them  to  those  needs  ;  it  is  the  human  rights 
and  relations  which  grow  out  of  all  these  needs  and  these 
resultant  efforts  directed  toward  their  relief  :  it  is  human¬ 
ity  itself  in  its  constant  and  universal  interaction  of  need 
and  service  that  is  the  subject  matter  of  all  our  efforts 
and  enterprises.  It  is  not  the  ponderables  of  trade  that 
are  of  its  essence  :  it  is  the  service  of  human  needs  ;  it  is 
not  the  things  weighed,  measured,  noted,  tabulated,  com¬ 
bined,  and  shifted  in  cunningly  devised  equation  ;  it  is 
living  flesh  and  blood,  in  its  hoping,  fearing,  laboring, 
loving,  suffering  personal  units. 

Here,  then,  let  us  fix  our  point  of  view.  What  is 
mutuality  in  life  insurance  ;  what  does  it  propose  to  do  ; 
for  whom  ;  and  how ;  and  why  is  its  method  built  up  to 
carry  and  apply  to  its  clientele  the  principle  of  mutuality 
and  to  realize  it  for  their  benefit ;  and  is  the  benefit  a 
gratuity  and  of  whose  grace,  or  a  right  and  by  what 
title  ;  what  part  in  its  purpose  and  necessary  to  its  per¬ 
fection  can  the  incidental  or  special  feature  effect  ;  what 
is  the  necessity  for  any  features  whatever  outside  its  tech¬ 
nical  elements ;  what  defects  inhere  in  the  application  of 
these,  and  what  is  of  the  essence  of  their  correction  ? 
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Mutual  life  insurance  sees  these  things  :  the  produc¬ 
tiveness  of  the  life  of  the  husband  and  father  of  a  family  ; 
the  dependence  of  the  family  on  that  life ;  the  uncertainty 
of  its  duration  ;  the  material  calamity  involved  in  its 
loss ;  the  constant  hazard  of  its  loss  resting  on  the 
dependent  family ;  the  inability  both  of  the  life  and  of 
the  family  to  defend  against  it  ;  their  consequent  need  of 
protection  against  it  by  the  transfer  of  the  financial  haz¬ 
ard  to  some  one  always  and  adequately  prepared  to  meet 
it ;  the  imperative  duty  of  the  husband  and  father  to  pro¬ 
cure  that  protection  for  the  family  which  he  has  created 
in  helpless  dependence  on  himself,  and  seeing  these  things, 
it  comes  with  an  eye  single  to  his  help,  appealing  to  his 
conscience  and  therefore  pledging  its  conscience  to  deal 
with  him  in  truth  and  equity.  Setting  before  him  his 
family’s  need,  his  duty  and  his  insufficient  ability,  and  its 
own  sufficient  ability,  it  demands  of  him  to  put  his  family 
and  himself  into  its  hands  ;  that  he  give  to  it  his  means, 
that  it  may  therefor  give  to  them  the  maximum  of  pro¬ 
tection  due  them  from  him,  but  beyond  his  personal 
power.  Life,  insurance  deals  solely  with  the  duty  of  a 
man  to  his  family.  It  proposes  itself  to  him  and  to  them 
as  his  proxy  therein  because  it  is  the  only  entirely  reliable 
and  sufficient  doer  of  that  duty.  That  is  the  reason  of 
its  being,  the  inspiration  of  its  motive,  its  own  singular 
function,  the  ground  of  its  morality  and  the  test  of  in¬ 
tegrity  in  its  every  method.  It  is  to  deal  with  the  family, 
remembering  that  it  has  put  itself  in  the  father’s  place  ; 
it  is  to  deal  with  him,  remembering  that  it  has  persuaded 
him  to  confide  to  it  this  his  supreme  duty  and  therefore 
its  supreme  trust :  that  therefore  it  must  come  to  the  most 
effective  possible  help  of  each  and  every  man  whose  duty 
it  has  assumed  ;  to  help  him,  and  not  to  trick  him  through 
any  of  his  limitations  whether  of  knowledge  or  of  ability. 
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Mutuality  is  imported  into  the  operative  methods  of 
this  great  scheme  in  order  to  give  to  the  expenditure 
of  the  husband  and  father  the  greatest  possible  effect  for 
the  protection  of  his  family  :  to  make  each  member  pay 
to  the  company  only  the  actual  current  cost  of  his  risk  to 
it,  in  order  that  each  dollar  he  does  pay  may  give  the 
greatest  possible  amount  of  protection  :  in  order  to  give 
to  the  attempted  performance  of  his  duty  the  highest 
possible  efficiency.  Because  of  the  greatness  of  the  fam¬ 
ily’s  need  and  because  of  the  limited  ability  of  the  hus¬ 
band  and  father  to  meet  it,  mutuality  comes  as  an  unself¬ 
ish  philanthropy  and  promises  to  do  the  business  at  bare 
individual  cost. 

The  fundamental  thing  in  mutual  life  insurance  is  there¬ 
fore  not  the  materials  with  which  it  works,  which  its  technics 
weave  into  operative  methods,  but  the  human  relation¬ 
ships  to  which  it  addresses  itself ;  the  human  duties  which 
it  assumes  for  others,  the  disinterested  help  therein  which 
it  proposes,  and  the  rights  which  it  thereby  gives  to 
others. 

From  this  standpoint  let  us  take  our  material  and 
deal  with  it  in  the  morality  of  such  a  conception. 

The  problem  of  life  insurance  is  to  give  with  certainty, 
to  a  proper  beneficiary,  an  agreed  sum  of  money  on  the 
failure  of  a  certain  life,  for  which  undertaking  it  must 
receive  an  adequate  premium.  The  first  question  in  the 
matter  is  the  adequacy  of  the  premium,  the  elements 
of  which  can  never  be  precisely  measured  beforehand. 
Mortality,  expense,  and  interest  are  constantly  variable 
factors ;  their  variations  are  incapable  of  previous  demon¬ 
stration  ;  administrative  control  over  them  is  limited. 

In  the  absence  of  exact  foreknowledge,  with  the  cer¬ 
tainty  of  variable  experience  and  that  no  group  of  experi¬ 
ences  will  precisely  reproduce  any  former  group,  we  can 
use  as  elements  of  our  premium  calculations  only  that 
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general  knowledge  of  the  included  facts  which  is  the  aver¬ 
age  of  their  observed  history.  We  assume  that  this  his¬ 
tory  will  repeat  itself  substantially  and  subject  to  those 
modifying  causes  only  whose  operation  we  can  foresee 
and  measure  within  a  safe  margin  for  which  we  can  make 
sufficient  allowance.  But  since  allowance  for  continual 
and  uncertain  fluctuations  must  be  made,  we  can  secure 
absolute  certainty  only  by  an  excess  of  caution  in  our 
assumptions ;  we  must  be  reasonably  sure  that  we  are 
somewhat  overcharging,  or  we  are  not  reasonably  sure 
that  we  are  charging  enough.  Thus  life  insurance  solves 
its  problem  of  certainty  by  bringing  into  its  uncertainty 
an  admitted  overbalancing  error  whose  exact  determina¬ 
tion  and  proper  correction  must  be  left  to  experience. 
The  continuous  problem  of  mutuality  is  the  continuous 
correction  of  that  constantly  operative  error  and  the 
detailed  adjustment  of  the  correction  to  the  individual 
payments  of  the  membership. 

The  reason  and  intent  of  mutuality  in  life  insur¬ 
ance  are  rooted  in  the  appeal  to  conscience  and  the 
offer  of  assistance  in  duty.  Pleading  the  family’s  need 
and  the  father’s  inability,  and  offering  its  service  to 
solve  the  dilemma  as  far  as  possible,  it  sets  itself  to 
do  equity :  equity  to  those  for  whom  it  pleads,  and 
equity  to  him  whom  it  rouses  to  conscientious  action 
in  their  behalf.  As  it  calls  him  to  unselfishness,  it  must 
be  itself  unselfish,  with  an  eye  single  to  the  benefit  both 
of  its  wards  and  its  co-contractor.  It  proposes,  as  its 
peculiar  part  in  giving  his  family  their  protection,  to  make 
him  pay  only  its  actual  cost,  without  profit  to  anyone  at 
his  expense,  and,  compelled  to  guess,  however  intelli¬ 
gently  and  closely,  what  that  cost  will  be,  and  to  stipulate 
for  too  high  a  premium  in  consequence  of  its  inability  to 
do  otherwise  than  guess,  the  primary  problem  in  equity 
and  good  conscience  toward  him  is  the  constant  ascertain- 
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ment  of  the  actual  current  cost  of  the  insurance  and  the 
as  constant  correction  of  the  deliberate  overcharge.  That 
is  what  mutuality  is  for:  to  give  to  each  member  his  insur¬ 
ance  at  its  exact  cost  to  the  whole  membership.  What  in 
a  stock  company  would  be  annual  profits  for  the  stockhold¬ 
ers,  is  annually  to  go  back  to  the  members  of  the  mutual 
company  in  order  that  they  may  in  reality  pay  only  what 
their  several  risks  have  cost ;  and  mutuality  between  the 
members  is  accomplished  when  and  only  when  each  indi¬ 
vidual  member  is  made  to  pay  just  his  ratable  share  of 
that  cost  proportioned  to  his  risk :  his  actual  ratable 
share  in  the  losses  and  expenses  incurred  and  in  the  neces¬ 
sary  reserve.  This  is  accomplished  by  so-called  dividends. 
A  dividend  system  which  accomplishes  this  is  a  true  one ; 
a  dividend  system  which  fails  in  this  is  false  to  the  princi¬ 
ple  of  mutuality,  and,  in  a  professedly  mutual  company, 
becomes  an  instrument  of  exploitation  of  some  of  the 
members  for  the  advantage  of  some  other  of  them,  put¬ 
ting  the  favored  ones,  so  far,  essentially  in  the  relation  of 
stockholders  with  the  privilege  of  making  a  profit  out  of 
the  rest,  and  so  utterly  destroying  the  mutual  relation 
and  making  it  a  snare  to  the  unwary. 

A  dividend  system  which  is  true  to  the  purpose  of 
mutuality,  which  makes  it  a  fact  and  not  a  false  flag,  must 
put  each  member  at  the  end  of  the  year  in  the  same  posi¬ 
tion  as  to  his  premium  payments  that  he  would  have 
been  at  the  beginning  of  the  year  had  exact  foreknowl¬ 
edge  been  possible.  If  we  knew  exactly  what  mortality, 
expenses,  and  interest  are  to  be,  we  should  know  to  a  cent 
what  the  yearly  premium  must  be ;  we  should  exact  only 
that,  and  the  problem  of  mutuality  as  related  to  cost 
would  be  eliminated.  As  these  things  are  of  annually 
changing  experience  and  can  be  known  only  at  the  end 
of  each  year,  only  at  that  time  can  we  know  what  was  the 
exact  and  necessary  premium  for  that  year.  Then  we  do 
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know.  Mutuality  has  promised  to  take  only  that  exact 
and  necessary  premium ;  to  take  from  each  only  his  exact 
share  of  the  whole  cost ;  which  can  be  accomplished  only 
by  returning  to  the  member  at  the  end  of  the  year  the 
sum  by  which  the  assumed  or  nominal  premium  paid  is 
proved  to  have  exceeded  the  exact  premium  necessary  to 
meet  his  share  of  the  year’s  experience  in  the  several  ele¬ 
ments  of  cost. 

There  is  one  qualification  to  be  put  upon  what  has 
been  said.  There  are  abundant  and  controlling  practical 
reasons  why  a  company  should  never  divide  its  entire  sur¬ 
plus  :  why  it  should  always  have  on  hand  something  more 
than  the  equivalent  of  its  exact  liabilities  :  why  it  should 
have  a  fund  over  and  above  these,  which  efficiently  serves 
both  a  protecting  and  a  steadying  purpose  in  the  satisfac¬ 
tory  administration  of  affairs,  and  each  one’s  share  in 
which  may  safely  and  fairly  be  left  to  be  paid  with  his 
policy  at  maturity,  having  meantime  served  him  and  the 
whole  membership  alike.  But  the  undoubted  practical 
value  of  such  a  temporary  and  comparatively  small  ac¬ 
cumulation  of  undivided  surplus  in  no  wise  negatives  in 
any  point  the  propositions  here  made. 

In  form,  the  dividend  problem  is  the  determination  of 
each  one’s  share  of  a  total  yearly  over-payment.  In  fact, 
it  is  essentially  a  determination  of  each  one’s  share  of  a 
total  yearly  cost.  This  is  the  true  view-point ;  mutuality 
promises  actual  cost.  It  deals  with  a  constantly  chang¬ 
ing  yearly  cost. 

In  detail,  the  operation  is  the  ascertainment  of  the 
actual  mortality,  the  actual  expenses,  and  the  actual  rate 
of  interest  earned,  and  the  apportionment  of  that  mortal¬ 
ity  and  those  expenses  to  each  member,  and  the  appro¬ 
priation  to  each  of  his  share  in  the  surplus  interest,  pro¬ 
portioned  to  his  contribution  to  the  reserve. 
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That  this  should  be  done  every  year,  unless  for  some 
reason  affecting  solvency  and  requiring  a  suspension  of 
normal  procedure,  is  an  obvious  matter  of  course,  since 
only  so  can  mutuality  be  effected ;  and  there  would  be 
no  need  to  assert  or  defend  the  propriety  and  neces¬ 
sity  of  annual  dividends  in  a  well-established  mutual  com¬ 
pany,  did  not  professedly  mutual  companies  assert  and 
practice  the  contrary,  for  reasons  growing  out  of  abnormal 
conditions  of  their  own  creation. 

An  annual  premium  is  constructed  and  is  paid  to  cover 
an  always  changing  annual  cost;  that  is,  annual  mortality, 
annual  expenses,  and  the  annual  contribution  to  reserve. 
These  things  are,  and  must  be,  annually  determined  after 
the  fact ;  and,  being  so  determined,  there  is  no  reason,  in 
the  nature  of  things,  why  the  known  annual  overplus  of 
an  annual  premium  should  not  be  at  once  returned ;  and 
only  so  can  the  mutual  policy-holder  have  his  insurance 
at  its  constant,  actual,  annual  cost,  which  is  the  very  pith 
and  substance  of  mutuality. 

But  in  many  companies  the  early  cost  of  business  has 
been  allowed  to  largely  outrun  the  provision  for  expenses 
contained  in  the  premium ;  so  largely  that  for  several 
years  the  excess  of  expense  over  that  provision  swallows 
up  any  saving  from  mortality  and  any  interest  gain : 
indeed,  it  swallows  up  the  portion  which  should  go  to 
reserve,  and  so  there  is  no  saving  made  and  no  interest 
earned,  and  the  money  paid  by  older  members  has  to 
furnish  the  reserve  for  the  new. 

Under  such  conditions,  where  in  many  instances  the 
cost  of  the  business  and  the  cost  of  the  risk  are  allowed  to 
far  exceed  the  premiums  collected  for  several  years,  there 
can  be  no  overplus  for  division  for  a  long  time  ;  and  when 
any  does  begin  to  accrue,  it  will  be  relatively  small.  It  is 
this  situation  which  has  developed  the  several  forms  of 
“  Postponed  Dividend  ”  schemes,  all  of  which  have  before 
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them  a  three-fold  problem  :  (a)  to  reconcile  the  membership 
to  the  postponement  of  a  dividend  until  there  is  something 
to  divide  ;  ( b )  the  concealment  of  the  relatively  small 
amount  of  surplus  legitimately  accruing,  which  is  attempt¬ 
ed  by  limiting  the  number  among  whom  division  is  to  be 
made  to  those  only  who  shall  survive  the  period  of  post¬ 
ponement  and  keep  their  policies  in  force  ;  and  by  forfeit¬ 
ing  to  the  surplus  any  overplus  that  has  accrued  on  all 
policies  ceased  meantime,  whether  by  death  or  lapse,  to¬ 
gether  with  a  considerable  part,  and  in  some  cases  all, 
of  the  reserve  on  lapsed  policies ;  ( c )  the  maintenance,  in 
all  this,  of  some  shadow  of  mutuality.  It  was  hoped  — 
and  the  lapses  of  these  companies  in  the  past  justified  the 
hope  —  that  the  deficiency  of  surplus  caused  by  a  high 
expense  account  would  be  largely  replaced,  and  thus  con¬ 
cealed,  by  the  many  forfeitures ;  that  the  consequent  divi¬ 
dends  to  the  few  who  remained  to  get  them  would  be  so 
large  as  to  simulate,  and  even  apparently  exceed,  the 
results  of  a  prudent  but  really  mutual  management ;  and 
that  the  chance  of  sharing  in  the  forfeitures  of  others 
would  blind  the  eyes  of  the  many  to  the  utter  reversal  of 
mutuality  which  these  schemes  perpetrate. 

It  would  be  exceedingly  interesting,  did  time  permit,  to 
review  in  detail  the  failure  of  these  schemes  to  realize 
their  prophesied  results.  The  vice  of  extravagance  which 
caused  their  invention  has  grown  by  what  it  has  been  fed 
upon  ;  and  only  in  one  point  has  it  met  expectation  ;  the 
hope  of  sharing  other  people’s  forfeits  has  been  a  much 
stronger  bait  for  business  than  simple,  clean  mutuality 
conjoined  to  sober,  humdrum  prudence  ;  and  those  who 
have  rested  their  faith  and  based  their  offers  of  service  to 
the  public  on  these  undying  but  familiar  and  rather  unin¬ 
teresting  verities  have  had  to  fight  for  life.  They  would 
find  no  fault,  however,  either  with  their  position  or  their 
chosen  task,  were  not  the  things  they  fight  against,  and 


which  traverse  every  principle  and  destroy  every  result 
of  mutuality,  done  by  professedly  mutual  companies  in 
the  name  of  mutuality  :  the  mutuality  of  the  shearers  and 
the  shorn. 

In  this  connection,  but  under  the  “  et  caetera  ”  head  of 
my  subject,  I  must  note  another  outgrowth  of  progressive 
extravagance,  intended  to  legitimate  that  extravagance 
and  to  incorporate  it  into  the  very  structure  of  the  legal 
standard  of  solvency  and  of  presumptive  sound  practice, 
and  to  help  out  the  failures  of  the  “postponed  dividend” 
schemes.  I  refer  to  the  growing  practice  of  so  framing  a 
policy  contract  that  the  annual  premium  for  the  first  year 
is  treated,  not  as  the  first  of  a  series  of  like  payments,  but 
as  ah  one-year,  stock-rate,  term  premium  only,  calling 
therefore  for  no  reserve  at  the  end  of  the  year,  and  thus 
allowing,  or  rather  offering  that  entire  premium  to  be 
used  up  for  expenses,  without  anything  expected  of  it  for 
either  reserve  or  surplus.  No  franker  confession  could  be 
made  of  the  extent  to  which  the  expense  of  management  has 
been  allowed  to  go,  nor  of  the  grip  it  has  got  on  the  manage¬ 
ments  which  adopt  the  device.  And  it  carries  on  its  face 
that  eternal  and  world-wide  distinction  between  a  true 
practice  which  is  self-limiting  and  self-protecting,  and  there¬ 
fore  conservative,  and  a  false  practice  which  is  a  concession 
to  a  vice.  There  is  no  principle  of  self-limitation  in  it.  If 
a  vicious  competition  has  called  for  one  premium  to  be 
given  up  to  its  consumption,  and  demanded  a  reconstruc¬ 
tion  of  the  contract  and  its  treatment,  the  way  has  been 
shown  and  set  wide  open  for  it  to  call  for  all  that  ambi¬ 
tion  may  require,  and  to  demand  that  the  whole  future  of 
life  insurance  shall  be  founded,  legally  and  practically, 
upon  the  tossing  seas  of  competition,  and  established 
upon  the  floods  of  a  growing  expense  account,  under  exi¬ 
gencies  of  a  competition  whose  severity  will  never  relax 
toward  those  who  forever  yield.  As  one  of  the  accom- 
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plished  advocates  of  this  scheme  has  said,  “  the  only  limit 
to  it  is  what  the  public  will  stand.”  Unfortunately  for 
the  cause  of  public  enlightenment,  the  average  Yankee 
business  man  hates  to  make  public  confession  that  he  has 
been  “done”;  and  prefers  to  let  his  innocent  neighbor 
get  the  taste  of  the  fruit  of  the  tree  of  knowledge  by  eat¬ 
ing  it  himself.  Meantime  those  who  will  not  follow  in 
this  train  must  get  such  sober  joy  as  they  can  out  of  the 
firmly-held  fact  that  the  truth  remains  always  true. 
Devices  to  evade  it  simply  prove  it  true. 

Surrender  Values* 

When  we  come  to  consider  the  matter  of  surrender 
values  from  the  point  of  view  of  mutuality,  we  meet  a 
situation  involving  opposing  elements.  The  company  has 
agreed  for  a  certain  premium  to  carry  the  policy  for  the 
lifetime  of  the  insured  or  for  a  definite  term  of  years,  and, 
the  premium  being  paid,  it  has .  ordinarily  no  option  of 
discontinuance.  Its  calculations  rest,  and  must  rest,  on 
the  theory  of  the  continuance  both  of  its  risks  and  of 
its  premium  income  to  their  normal  term.  But  it  protects 
its  theory  by  no  contract  to  that  effect  from  the  insured. 
H  e  is  free  to  pay  or  stop  paying,  regardless  of  his  family’s 
need  on  the  one  hand,  or  his  ability  on  the  other.  For 
any  reason  he  stops.  What  considerations  of  duty  should 
govern  the  company  in  its  treatment  of  the  case  ?  To 
whom  now  does  it  owe  duty  ;  and,  if  to  more  than  one 
person  or  group  of  persons,  upon  what  several  interests 
of  these  is  this  duty  grounded  ;  by  what  divergence  of 
these  interests  or  by  what  conflict  between  them  is  duty 
toward  one  or  the  other  of  them  controlled  or  modified ; 
which  group  is  entitled  to  have  its  interests  first  considered? 

There  can  be  no  question  that  the  company’s  first 
duty  is  to  those  to  whom  it  remains  under  contract  obli¬ 
gation, —  its  continuing  policy-holders.  It  is  first  to  con- 
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sider  how  they  are  affected  by  a  withdrawal  of  one  of 
their  number  ;  how  the  sure  basis  of  its  operations,  the 
solvency  of  its  contracts,  and  the  future  cost  of  their 
administration  stand  affected.  The  elements  of  the  prob¬ 
lem  are  definite ;  the  determination  of  their  weight,  the 
measurement  of  their  operative  force,  is  somewhat  a  mat¬ 
ter  of  varying  circumstances. 

The  effect  of  withdrawals  is  in  three  directions  :  They 
reduce  numbers,  thus  narrowing  the  basis  for  averages, 
increasing  the  range  of  fluctuation,  intensifying  its  effect 
and  prejudicing  steadiness  of  operation  ;  they  presumably 
take  out  not  only  unimpaired  lives,  but  the  best  lives,  at 
least  those  having  the  strongest  unconscious  instinct  of 
an  enduring  vitality ;  while  this  may  not  be  and  is  not 
always  the  case  under  ordinary  conditions  inviting  con¬ 
tinued  confidence,  it  would  be  unsafe  to  predicate  any 
treatment  of  them  upon  any  other  assumption  which 
there  is  no  after  opportunity  of  rectifying,  an  assumption 
which  would  be  realized  to  an  appalling  degree  under 
conditions  which  impaired  confidence  in  corporate  integ¬ 
rity  ;  and,  thirdly,  surrenders  for  cash  interfere,  and  may 
conceivably  very  seriously  interfere,  with  that  employ¬ 
ment  of  the  funds  of  the  membership  which  is  of  the 
essence  of  financial  stability  and  a  most  important  factor 
in  the  reduction  of  current  cost  to  continuing  members. 

On  the  other  hand,  it  is  to  be  borne  in  mind  that  in 
withdrawing  the  past  member  has  exercised  an  unforbid¬ 
den  power,  and  that  during  his  membership  he  has  not 
only  paid  the  current  cost  of  his  risk,  but  has  also  been 
making  annual  contributions  to  the  reserve  for  the  pur¬ 
pose  of  protecting  the  company  against  the  future  of  his 
risk  :  a  part  of  his  increasing  share  in  a  future  greater 
mortality  contributed  now  because  he  is  in  theory  expect¬ 
ed  to  remain  to  share  it  without  paying  a  correspondingly 
greater  future  premium.  Against  the  greater  future  risk 
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on  his  life  as  age  increases  the  company  has  been  laying 
aside  each  year  a  compensating  sum  out  of  a  level  pre¬ 
mium.  And  now  that  future  risk  is  eliminated  by  his  ter¬ 
mination  of  what  was,  at  his  option,  and  in  the  company’s 
anticipation,  a  lifelong  contract.  The  company  is  relieved 
of  all  liability  for  that  future  risk  against  which  it  has  been 
reserving  a  sum  from  each  premium  paid. 

The  question  now  is:  What  in  all-round  equity  — 
equity  to  him  who  has  relieved  the  company  of  further 
liability,  and  equity  to  his  associates  from  whom  he  has 
withdrawn  the  supporting  vital  and  financial  strength  of 
his  membership  —  shall  be  done  with  this  man?  How 
shall  these  dual  elements  of  a  situation  which  the  com¬ 
pany  has  left  it  in  his  power  to  create  be  held  in  just  and 
true  balance  ? 

In  general  terms,  the  answer  is  and  must  be  :  Do  that 
which  at  once  recognizes  fully  his  free  and  legitimate  right 
of  withdrawal  and  the  termination  of  the  liability,  but  also 
that  which  is  thoroughly  conservative  of  every  right  inter¬ 
est  of  the  membership  from  which  he  has  withdrawn  his 
support,  of  every  interest,  that  is,  which  he,  while  a  mem¬ 
ber,  had  in  common  with  the  rest. 

If  the  withdrawal  of  members  at  any  time,  at  discre¬ 
tion,  did  not  affect  the  vital  basis  and  therefore  the  sure¬ 
ness  and  steadiness  of  the  company’s  operations,  and  did 
not  so  tend  to  introduce  violent  and  dangerous  fluctua¬ 
tions  ;  and  did  not  such  withdrawals  also  tend  to  disturb 
and,  under  clearly  probable  conditions,  to  very  seriously 
disturb  those  lines  of  financial  management  which  the 
greatest  good  of  the  whole  membership  necessarily  pre¬ 
supposes  ;  and  did  not  the  duty  of  men  to  protect  their 
families,  which  is  the  whole  ground  and  aim  of  our  prof¬ 
fered  service  to  men  and  the  reason  for  our  existence, 
remain  always  the  paramount  fact  and  our  primary  point 
of  view,  and  the  one  which  should  govern  our  treatment 


of  every  detail,  and  which  gives  to  us  the  same  plea  to 
urge  upon  the  old  member  for  his  continuance  that  we 
use  in  soliciting  new  members,  and  also  lays  upon  us  the 
duty  to  do  what  we  justly  and  fairly  can  to  see  that  those 
families  which  have  been  once  committed  to  our  care  and 
sure  protection  are  not  lightly  and  easily  exposed  again 
to  danger  through  any  practice  of  ours,  there  would  be  no 
problem  in  the  matter.  We  could  freely  give  the  depart¬ 
ing  member  everything  left  from  his  past  transactions 
with  us.  But  every  one  of  these  propositions  must  be 
taken  in  the  negative  and  taken  seriously.  The  member¬ 
ship  is  the  company,  and  the  withdrawal  of  members  nar¬ 
rows  the  basis  of  operation,  and  so  widens  the  range  and 
intensity  of  fluctuation,  and  may  be  carried  so  far  as  to  be 
destructive  of  a  company’s  integrity.  The  company’s  in¬ 
vestments  are  of  funds  held  for  a  future  ;  they  must  be  made 
with  a  view  to  that  future,  and  therefore  of  a  character  very 
different  from  those  adapted  to  meet  sudden  and  uncer¬ 
tain  demands  for  which  instantly  and  certainly  available 
resources  must  be  always  in  readiness.  The  scheme  of 
life  insurance  proposes  that  its  invested  reserves  shall  be 
drawn  upon  only  according  to  the  foreknown  and  meas¬ 
urable  operation  of  the  law  of  mortality.  The  right  of 
members  to  withdraw  at  any  time,  taking  their  contribu¬ 
tions  to  reserve  in  cash,  negatives  the  whole  scheme,  ex¬ 
poses  the  fund  to  be  drawn  upon  at  will,  the  draft  upon  it 
being,  both  in  time  and  amount,  dependent  upon  elements 
of  motive  which  are  unforeseen  and  incalculable,  and  of 
whose  future  operation  nothing  is  known  except  that  they 
exist,  that  they  may  be  brought  into  great  and  most  crit¬ 
ical  intensity  of  operation  at  any  time  by  a  variety  of 
causes,  and  that  they  are  uncontrollable  by  the  company  and 
have  absolute  free  play  against  it.  There  is  no  defense 
against  them  except  the  blind  hope  that  they  may  never 
operate. 


The  right  of  free  surrenders  for  cash  inverts  the  theory 
and  the  only  consistent,  logical,  and  safe  practice  in  life 
insurance,  by  making  the  reserve  consist  in  effect  of  a 
mere  group  .of  individual  deposits,  subject  to  check  at 
least  once  a  year ;  and  this  feature  of  uncertain  and  pre¬ 
carious  continuance  of  the  insurance  factor  and  of  the 
right  of  withdrawal  of  invested  funds,  becomes  at  once  the 
dominant  feature  of  the  company’s  affairs  and  is  the  ulti¬ 
mate  contingency  to  be  kept  always  in  view  in  every  mat¬ 
ter.  The  company,  in  effect,  is  no  longer  a  life  insurance 
company,  treating  all  its  affairs  on  a  true  life  insurance 
basis,  with  withdrawal  as  a  mere  incident,  subordinate  in 
every  respect  to  the  integrity  of  its  insurance  operations, 
but  a  pseudo  bank  of  deposit,  liable  to  have  all  its  funds 
withdrawn  in  any  year,  needing  therefore  to  have  its  in¬ 
vestments  immediately  convertible  into  cash  without  loss, 
while  yet  upon  these  funds  are  founded  the  presumably 
lifelong  contracts  for  whose  prosperous  administration  an 
entirely  different  theory  of  investment  is  essential  and  for 
the  management  of  which  a  bank  is  utterly  unfit. 

So  long  as  a  company  is  rapidly  growing  and  the 
average  of  its  lives  is  still  at  a  young  age,  and  it  has  not 
reached  that  maturity  necessary  to  complete  its  exposure 
to  all  the  vicissitudes  of  mortuary  and  business  experience, 
and  its  credit  has  escaped  attack,  the  practical  danger  of 
these  subverting  factors  will  be  at  a  minimum  and  their 
operation  partly  concealed,  and  hope  may  dwell  in  a  fool’s 
paradise.  But  the  condition  of  growth  is  not  an  eternal 
one,  no  matter  what  energy,  under  what  stimulus,  be  ap¬ 
plied.  To  every  company  will  come,  ought  to  come,  in 
time  the  condition  when  no  pressure  can  make  its  inflow 
of  new  business  exceed  its  outflow,  and  when  its  true  normal 
will  be  a  stable  equilibrium  in  amount  at  risk,  in  assets, 
income,  and  outgo. 


Consider  a  company  in  such  a  case  —  whether  large 
or  small  does  not  signify  —  meeting  those  general  busi¬ 
ness  conditions  which  cause  most  men  to  take  command 
of  all  available  cash  resources,  with  a  membership  which 
has  been  educated  to  regard  their  policies  as  tickets  for 
cash  practically  on  demand,  and  who  have  taken  them  in 
such  a  company  because  they  were  so  available,  who  were 
willing  to  protect  their  families  so  long  as  they  did  not 
want  to  use  the  money  themselves,  but  who,  not  having 
been  educated  to  put  family  protection  above  every  other 
interest  and  duty,  would-take  that  protection  only  where 
it  would  not  interfere  with  their  free  use  of  the  money 
when  they  wanted  it,  and  what  may  that  company  rea¬ 
sonably,  inevitably  expect  ?  It  will  suffer  a  withdrawal 
of  its  members  proportioned  to  the  intensity  of  financial 
difficulty  and  pressure  ;  in  severe  times  a  very  great  num¬ 
ber,  greatly  reducing  its  vitality  basis,  certainly  taking 
out  its  best  and  leaving  its  worst  lives,  and  raising  its 
mortality,  and  requiring  the  conversion  of  its  best  invest¬ 
ments  into  cash  at  a  most  unfavorable  moment  for  their 
sale,  in  order  to  enable  it  to  pay  out  large  sums  to  its 
outgoing  members,  thus  destroying  its  own  credit  and 
furnishing  strong  reason  to  every  sound  life  to  get  out. 

The  danger  is  an  absolute,  immeasurable,  and  most 
critical  one.  It  has  not  yet  appeared  in  full  measure 
among  American  companies  because  few,  if  any,  of  those 
which  are  certainly  exposed  to  its  malign  operation  have 
yet  reached  the  static  condition  which  will  leave  no  prac¬ 
tical  defense  against  its  effects.  But  the  conditions  for 
a  disastrous  experience  somewhere  in  the  future  are  being 
fully  prepared  in  many  companies.  The  annual  privilege 
of  surrender  for  cash  is  now  presented  as  a  prime  attrac¬ 
tion  :  the  bulk  of  the  business  is  already  exposed  to  be 
swept  away  by  its  exercise.  The  permanency  of  corpo¬ 
rate  life  and  uniformity  of  operation  which  are  absolutely 
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essential  to  the  undertakings  of  a  life  insurance  company, 
are  put  completely  at  the  caprice  of  members  secured  by 
an  appeal  to  selfish  interest,  not  to  unselfish,  paramount 
duty.  In  order  to  get  new  members  the  more  easily, 
they  are  given  unqualified  power  to  wipe  a  company  out 
of  existence  in  any  one  year. 

To  do  justice  to  the  membership  which  remains,  to 
protect  the  corporate  life  and  integrity  against  capricious 
self-destruction  or  corrupt  or  malicious  assault,  to  still 
give  the  family  of  him  who  withdraws  of  real  necessity 
some  remaining  measure  of  that  protection  which  is  our 
function  and  their  greatest  need  and  greatest  when  it 
cannot  be  longer  paid  for,  and  yet  to  fully  and  equitably 
recognize  all  that  is  due  to  the  departing  member  whose 
future  claim  has  lapsed,  the  only  true,  completely  effective 
and  safe  method  is  to  give  paid-up  insurance  for  the  sur¬ 
rendered  policy,  for  its  unexpired  term.  This  retains  the 
member,  minimizes  the  vital  loss  and  the  narrowing  effect 
of  withdrawal,  and  prevents  disturbance  for  the  advantage 
to  one,  of  the  investments  made  for  the  common  and 
equal  benefit.  Any  other  treatment  of  a  withdrawing 
member  ought  to  be  rare  and  exceptional  and  governed 
in  its  detail  by  those  special  and  rare  circumstances  which 
may  rightfully  constitute  the  exception  for  the  individual 
as  against  the  safety,  profit,  and  general  good  of  all  the 
rest. 

In  a  word,  cash  surrender  values  are  false  in  principle, 
constantly  destructive  in  tendency,  expensive  as  calling 
for  a  maximum  replacement  of  lost  business,  and  danger¬ 
ous  to  every  operation  by  which  a  company  proceeds  to 
the  fulfillment  of  its  insurance  obligations. 

Concerning  a  proper  surrender  charge  I  wish  to  say 
only  this  :  where  paid-up  insurance  is  given  on  a  lapsing 
policy,  the  charge  should  have  regard  to  the  probable 
vitality  loss  on  the  amount  of  risk  surrendered,  and  to  the 
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cost  of  replacing  it  by  new  memberships.  These  are 
variable  elements,  especially  the  latter.  In  the  case  of 
cash  surrenders  there  is  need  of  an  additional  charge  in 
the  nature  of  a  safety  fund  or  insurance  against  the 
destruction  of  the  company  or  its  reduction  to  perilous 
conditions  by  the  free  employment  of  the  malign  privilege. 
H  ow  much  that  part  of  the  charge  ought  to  be  we  have 
no  means  of  knowing.  We  have  only  just  got  the  condi¬ 
tions  fairly  set  up  for  the  future  experience  which  will 
throw  light  on  the  matter.  Some  have  already  gone  far 
enough  to  know  that  the  danger  is  not  imaginary  and 
is  something  more  than  theoretical. 


Loans  on  Policies* 

Akin  to  the  annual  cash  surrender  value  in  its  de¬ 
structive  effect  both  upon  the  company’s  stability  and 
existence  and  upon  the  protection  of  the  family,  is  the 
loan  to  the  insured  of  the  reserve  upon  his  policy.  Its 
sole  virtue  in  comparison  is  that  it  does  not  at  once  and 
irrevocably  destroy  all  the  family’s  insurance,  and  leaves 
open  the  possibility  of  its  restoration  by  the  repayment  of 
the  loan.  But  if  it  staves  off  the  day  of  cash  surrender  it 
goes  much  more  than  half  way  toward  it.  It  gives  the 
cash,  leaves  the  full  premium  to  be  paid  upon  a  reduced 
amount  of  insurance  while  the  loan  runs,  and  adds  to  the 
unreduced  cost  of  a  reduced  insurance  the  interest  on  the 
loan.  And,  like  the  annual  cash  value,  it  has  the  abhor¬ 
rent  vice  of  teaching  a  man  to  consider  himself  first  and  his 
family  last.  Both  in  its  suggestiveness  and  in  the  pres¬ 
sure  of  its  conditions,  it  leads  strongly  toward  lapse  ;  and 
it  is  small  wonder  that  so  few  loans  are  paid  and  so  many 
lapses  ensue. 

I  am  aware  —  none  better  —  that  I  have  spoken  to 
you,  gentlemen  commissioners,  against  an  almost  over- 
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whelming  drift  of  practices  indulged  in,  not  because  they 
truly  develop  or  conserve  correct  principles,  but  because 
they  make  it  easy,  for  the  moment,  instead  of  hard,  to  get 
business :  because  in  place  of  unselfish,  persistent  self- 
sacrificing  duty,  they  present  self-interest  and  a  specula¬ 
tion  :  not  because  upon  them  one  may  build  in  assured 
soundness  from  the  bottom  up,  but  because  one  may 
thereby  build  rapidly  and  brilliantly,  leaving  to  future 
storms  the  revelation  of  rock  or  sand  in  the  foundations 
of  these  houses  of  hope  for  the  families  of  our  land. 
And  I  have  so  spoken  to  you  because  as  the  recognized 
and  lawful  guardians  of  the  immeasurable  public  interest 
in  these  things,  as  those  who  are  presumed  and  bound  to 
know  the  true  and  to  discriminate  it  from  the  specious,  it 
is  in  your  power  to  create  a  public  intelligence,  a  public 
opinion,  and  a  public  conscience  which  will  not  always  see 
the  truth  denied  nor  made  of  none  effect. 


